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In the period of rapid economic growth after the end of World War II, Japan and
other East Asian countries adopted “export-oriented development strategy”, with
domestic currency undervalued and appropriate protection policies to promote exports
to developed countries, which effectively increases employment and accelerates the
pace of industrialization. Since the repeal of the exchange control and the official
exchange rate in January 1994, China has adopted the single and managed floating
exchange rate system, along with a deep devaluation of RMB, which means an
“export-oriented development strategy” in China. Thanks to the implementation of
this strategy, just as many East Asian countries, China achieves great success in
promoting foreign trade and economic development, with foreign trade volume
surging, foreign trade dependency continuing to run high. However, rapid economic
growth driven by “export-oriented economic strategy” can’t hide the nature of "two
ends out" (raw materials, R&D and sales in foreign countries), with low processing
fee (processing "workshop"). In this round of implementation of export-oriented
development strategy, China didn’t foster indigenous innovation ability from foreign
investment, and local industrial "hollowed out" seriously. Overall, industrial linkage
in China is low.
Industrial linkage analysis is an important part of study on the change of
industrial structure. The national economy is complex, and there are extensive and
close technical and economic links among different industrial sectors. Therefore, any
changes of one industrial sector in the production process have effects on other
industrial sectors. According to Rostow, industrial structure mainly depends on
leading sectors through backward, forward and side effect to drive auxiliary sectors to
achieve optimization and upgrading. Ripple effects of industrial linkage prompt
orderly flow of capital, labor, resources, and technology in various industrial sectors,
which passes along a certain path to promote the upgrading of industrial structure.
Economy of scale derived from associated demand leads to the increasing demand of
intermediate inputs, stimulates the expansion of effective demand, results in
supporting industries clustering in space, shares costs of independent innovation,
improves the efficiency of innovation, achieves economies of scale of technology
innovation, and promotes industrial upgrading.














structural adjustment and difficult situation of reform and opening up “fold of three
periods". Domestic and abroad economic conditions have taken some new changes,
with pressure of "Lewis turning point", "export inflection points" and "demographic
bonus inflection point". In response to new norm and three inflection points,
stimulating domestic demand, in suitable rate, appropriate manner, more efficient,
better quality,achieve a stable sustainable and healthy development,adjust industrial
foreign trade dependency, improve industrial linkage, promote industrial upgrading,
establish sound domestic demand promoting economic development new mechanisms
and promoting path.Thus, stimulate domestic demand, promote industrial upgrading
has become the mainstream of economic policy recommendations.
Based on relevant literature, this paper firstly studies industrial foreign trade
dependency, industrial linkage and industrial upgrading against the background of the
new norm, and makes three assumptions. Secondly, on the basis of summary of
relevant theoretical knowledge, we analyze mechanism of foreign dependence and
industrial linkage from the perspectives of inputs price, technological innovation and
value added, examine mechanism of industrial linkage and industrial upgrading from
the perspectives of technological innovation, demand and institutional mechanism.
Besides, with theoretical and empirical analysis, the input-output method,
cointegration model and Granger causality test are used to test the assumptions and
obtain related conclusions. Finally, given current situation of China's economic
development, increasing domestic demand, accumulating human capital,
strengthening development drive, enhancing market competitive power and other
related policy proposals are suggested.
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